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THE  FALLACY  OF 
"THE  STABILIZED  DOLLAR 


THE  great  problem  of  sound 
money  is  the  restoration 
through  the  main  commer- 
cial nations  of  the  world  of  the  old- 
fashioned  gold  standard.  Until 
this  is  accomplished  schemes  for  re- 
finements of  our  monetary  system 
must  be  looked  at  askance.  Mone- 
tary heresies,  fiat  money  schemes, 
schemes  for  international  currencies 
based  on  war  bonds,  schemes  for 
doing  away  forever  with  metallic 
standards  and  for  the  substitution 
of  paper  currencies  suspended  by 
some  financial  magic  in  mid-air — 
all  these  abound.  No  safe  mone- 
tary system  is  possible  which  is  not 
based  on  the  redemption  of  paper 
money,  on  demand,  in  precious 
metals,  and  practically,  for  the  great 
commercial  nations  of  the  world  to- 
day, this  means  gold. 

On  a  very  difi'erent  intellectual 
and  scientific  plane  from  most  of 
the  schemes  now  current  is  a  plan 
proposed  by  a  distinguished  profes- 
sor of  political  economy.  Professor 
Irving  Fisher  of  Yale,  for  "stabil- 
izing the  dollar"  by  abandoning  the 
present  gold  standard  based  on 
coins  of  a  "fixed  weight  and  fineness 
of  gold"  and  the  substitution  for  it 
of  paper  money,  still  redeemable  in 
gold,  but  redeemable  in  a  varying 
quantity  of  gold,  depending  on  the 


course  of  commodity  prices.  As 
prices  tend  to  rise,  he  would  in- 
crease the  weight  of  the  dollar  to 
pull  them  down,  and  as  they  tend  to 
fall  he  would  lower  the  weight  of 
the  dollar  to  push  them  up  again. 
Professor  Fisher  is  a  scholar  of 
commanding  abilities  and  deserv- 
edly great  reputation.  His  scheme 
has  aroused  a  great  deal  of  interest. 
It  has  met  with  strong  support  as 
well  as  with  powerful  disapproval. 
On  first  view  it  contains  many  at- 
tractive features.  Careful  analysis 
reveals,  however,  that  it  would  not 
work  in  time  of  a  great  war,  and 
that  it  would  not,  therefore,  have 
prevented  the  rise  in  prices  which 
the  war  involved.  The  claims  made 
for  it  are  very  greatly  exaggerated. 
It  would  not  have  prevented  the 
scarcities  of  goods  which  the  war 
involved,  and  so  would  not  have 
prevented  suffering  and  discontent. 
To  apply  it  now,  at  present  price 
levels,  would  mean  to  perpetuate  all 
the  suffering  of  people  on  fixed  in- 
comes. The  plan  would,  moreover, 
greatly  increase  the  difficulties  of 
every  financial  crisis,  by  causing 
foreign  drains  on  our  gold.  It 
could  work  only  in  fair  weather, 
and  it  would  do  great  harm  in  time 
of  storm.  It  could  in  no  case  be 
considered  unless  all  the  main  com- 
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mercial  countries  adopted  it,  and  no 
country  could  adopt  it  unless  that 
^  country  were  prepared  to  redeerrt 
its  paper  in  gold  on  demand,  which 
few  are  now  able  to  do.  We  must 
in  any  case  work  for  the  restoration 
of  the  gold  standard  first. 

THE  PLAN  OUTLINED 

Briefly  stated,  Professor  Fisher's 
plan  is  as  follows:  (i)  When  prices 
are  moving  upward  the  weight  of 
the  gold  dollar  is  to  be  increased  to 
pull  them  down;  and  when  prices 
are  moving  downward  the  weight 
of  the  gold  dollar  is  to  be  dimin- 
ished in  order  to  raise  them  again. 
(2)  To  avoid  the  inconvenience  of 
continually  calling  in  and  remint- 
ing  gold  coins,  gold  coins  are  to  be 
withdrawn  entirely  from  circula- 
tion. The  circulating  medium  is  to 
be  gold  certificates  redeemable  in  a 
varying  weight  of  gold  bullion,  the 
weight  depending  on  the  move- 
ments of  commodity  prices.  (3) 
The  exact  amount  of  change  to  be 
made  in  the  weight  of  the  bullion 
is  to  be  governed  by  an  "index 
number"  of  commodity  prices.  An 
index  number  is  based  on  an  aver- 
age of  the  prices  of  a  large  number 
of  commodities,  say  two  or  three 
hundred.  The  actual  average  of 
these  prices  in  a  base  year,  say 
1 9 10,  is  counted  as  100  per  cent., 
and  the  averages  of  the  prices  of  the 
same  commodities  at  other  times 
would  be  figured  as  percentages  of 
the  1 910  prices.  If  the  index  num- 
ber rose  or  fell  by  a  given  percent- 
age, the  bullion  content  of  the  dol- 


lar would  be  increased  or  lowered 
by  the  same  percentage.  (4)  Pro- 
fessor Fisher  would  limit  the  change 
in  the  bullion  paid  out  to  one  per 
cent,  a  month,  so  that  if  price 
changes  were  greater  than  that  in 
any  given  month  they  would  not  be 
fully  compensated  for.  He  would 
expect,  however,  that  a  change  of 
one  per  cent,  a  month  in  the  weight 
of  the  dollar  would  ultimately  catch 
up  with  any  price  changes.  (5) 
Gold  certificates  would  be  issued  by 
the  Government  in  the  same  way. 
A  given  amount  of  gold  bullion 
would  purchase  from  the  Govern- 
ment a  smaller  or  larger  number 
of  paper  dollars,  depending  on  the 
index  number.  By  this  plan  Pro- 
fessor Fisher  proposes  to  keep  the 
dollar  in  fixed  relation  to  the 
"market-basket.** 

fisher's  plan  and  the  quantity 

THEORY 

It  is  proper  to  state  that  the  plan 
proposed  by  Professor  Fisher  has 
no  obvious  or  necessary  connection 
with  the  "quantity  theory"  of 
money,  of  which  he  is  the  leading 
exponent.  The  effort  to  control  the 
price  level  in  accordance  with  the 
quantity  theory  would  seek  to  con- 
trol the  number  of  dollars  rather 
than  the  weight  of  dollars.^ 

In    his    Purchasing    Power  of 

1  It  would  also  involve  an  arbitrary 
control  over  the  volume  of  bank  de- 
posits subject  to  check.  Under  modern 
conditions,  bank  deposits,  rather  than 
coins  or  paper  money,  constitute  the 
bulk  of  the  circulating  medium.  The 
ratio  between  volume  of  money  proper 
and  volume  of  bank  deposits  varies  very 
widely. 


THE  FALLACY  OF  **THE  STABILIZED  DOLLAR"  7 


Money Professor  Fisher  says:  "In 
short,  the  quantity  theory  asserts 
that  (provided  velocity  of  circula- 
tion and  volume  of  trade  are  un- 
changed) if  we  increase  the  number 
of  dollars,  whether  by  renaming 
coins,  or  by  debasing  coins,  or  by 
increasing  coinage,  or  by  any  other 
means,  prices  will  be  increased  in 
the  same  proportion.  It  is  the 
number,  and  not  the  weight,  that 
is  essential.  It  is  a  fact  which  dif- 
ferentiates money  from  all  other 
goods.  ...  If  money  in  circulation 
is  changed  from  1,000,000  units  of 
one  weight  to  1,000,000  units  of  an- 
other weight,  the  value  of  each  unit 
will  remain  unchanged.''  For  the 
quantity  theory,  as  thus  stated,  it  is 
a  matter  of  indifference  whether 
the  dollar  be  made  of  gold  or  of 
silver  or  of  irredeemable  paper,  so 
long  as  the  number  is  unchanged. 

In  his  new  book,  however,  Stabi- 
liling  the  Dollar,^  Professor  Fisher 
says:  "I  do  not  think  that  any  sane 
man,  whether  or  not  he  accepts  the 
theory  of  money  which  I  accept,  will 
deny  that  the  weight  of  gold  in  a 
dollar  has  a  great  deal  to  do  with  its 
purchasing  power.  More  gold  will 
buy  more  goods." 

The  plan  does  not  propose  to 
interfere  with  the  number  of  dol- 
lars, except  as  that  may  follow  as 
an  incidental  consequence  of  the 
change  in  the  weight  of  dollars. 
Indeed,  it  is  hard  to  see  how  one 
could  expect  Professor  Fisher's  plan 
to  work  with  any  certainty  or  defi- 

iNew  and  revised  edition,  Macmillan 
Company,  1916,  p.  31. 
2  Macmillan  Company,  1920,  p.  90. 


niteness  if  the  quantity  theory  of 
money  were  true.  The  plan  works 
rather  with  the  bullion  content  of 
the  dollar.  Those  who  disagree, 
therefore,  with  Professor  Fisher's 
general  theory  of  money  need  not, 
on  that  account,  reject  the  plan. 

THE  PLAN   IN  WAR  TIME 

As  a  remedy  for  the  price  revolu- 
tion created  by  a  great  war  the  plan 
would  be  worse  than  ineffective.  It 
would  do  positive  harm.  Let  us 
assume,  for  example,  that  the  plan 
had  been  in  effect  at  the  outbreak 
of  the  present  war,  and  that  all  the 
major  commercial  countries  had 
had  it  in  operation.  There  would 
have  been,  none  the  less,  a  sudden 
and  great  demand  for  war-time 
goods.  In  order  to  effect  the  / 
prompt  mobilization  of  labor  and 
capital  required  for  the  production 
of  munitions,  it  would  have  been 
just  as  necessary  as  before  to  raise 
prices  and  wages  in  these  indus- 
tries. If  the  governments  had  been 
able  by  increasing  the  weight  of 
gold  behind  their  moneys  to  keep 
the  general  average  of  prices  un- 
changed, this  would  have  meant 
that  prices  of  commodities  pro- 
duced by  other  industries  would 
have  had  to  go  down  drastically. 
A  drastic  fall  in  the  prices  of  ordi- 
nary civilian  goods,  added  to  the 
shock  which  the  credit  system  must 
receive  at  the  outbreak  of  war  in 
any  case,  would  have  meant  a  gen- 
eral credit  collapse  and  general 
bankruptcy.  Financial  chaos  would 


8 


B.  M.  ANDERSON,  JR.,  PH.D. 


have  produced  industrial  chaos,  and 
the  efforts  of  the  governments  to 
bring  to  bear  a  maximum  of  indus- 
trial power  in  a  minimum  of  time 
for  war  purposes  would  have  been 
defeated.  In  time  of  sudden  emer- 
/  gency  a  rise  in  prices  is  of  positive 
advantage.  It  stimulates  produc- 
tion. It  tends  to  check  consump- 
tion. The  government,  outbidding 
others,  is  able  to  draw  to  itself 
quickly  the  labor  and  supplies  that 
it  needs.  The  industries  which 
must  contract  their  operations, 
however,  are  not  further  handi- 
capped and  disorganized  by  seeing 
the  prices  of  their  products  decline 
at  the  same  time  that  their  laborers 
are  taken  away  from  them.  The 
quick  transition  from  a  peace-time 
to  a  war-time  basis  of  industry  is 
effected  without  demoralization. 

A  second  insuperable  difficulty 
would  arise  from  the  sheer  inability 
of  the  governments  to  maintain 
/  gold  redemption,  when  every  month 
added  one  per  cent,  to  the  weight 
of  gold  which  they  would  be  re- 
quired to  pay  out.  It  has  been 
hard  enough  to  preserve  the  old- 
fashioned  gold  standard.  Gold  re- 
demption would  have  been  sus- 
pended even  in  the  United  States, 
and  prices  would  have  risen  even 
higher  than  has  actually  been  the 
case.  Had  England,  by  the  un- 
limited application  of  the  plan, 
tried  to  hold  prices  down  to  the 
191 3  level,  the  Bank  of  England 
would  to-day  be  under  obligation  to 
pay  out  about  £  1 3  in  gold  for  every 


£5  note  outstanding.!  The  plan, 
therefore,  could  in  no  way  meet 
such  emergencies  as  the  war  has 
brought  about.  It  would  rather  be 
a  menace  in  such  emergencies. 

TWO  MEANINGS  OF  STABILITY 

We  should  purchase  dearly  a  theo- 
retical stability  in  the  relation  of 
the  dollar  to  the  "market-basket," 
if  we  introduce  a  new  element  of 
instability  into  the  finances  of  the 
Government,  and  the  gold  basis  of 
the  currency  itself.  Apart,  even, 
from  such  violent  price  changes  as 
the  war  has  brought  about,  the 
plan  would  involve  new  elements 
of  danger  in  any  critical  situation. 
Let  us  suppose,  for  example,  that 
the  plan  had  been  in  operation  in 
the  United  States  in  the  critical 
days  of  1893  and  1894,  when  Presi- 
dent Cleveland,  with  an  inadequate 
gold  reserve,  was  struggling  man- 
fully to  preserve  the  gold  standard 
in  the  face  of  a  foreign  drain  upon 
our  gold.  It  was  in  the  midst  of  a 
financial  and  industrial  crisis  and 
depression,  and  commodity  prices 
were  breaking  rapidly.  American 
bankers  who  had  foreign  obliga- 
tions to  meet  in  gold,  as  well  as 
speculators  in  gold,  foreseeing  that 
the  Government  would  progres- 
sively lighten  the  gold  dollar  by  one 

1  During  the  war,  and  until  recently, 
Professor  Fisher  has  been  proposing  his 
plan  as  a  remedy  for  war-time  evils. 
Lately,  however,  he  has  conceded  that 
the  plan  would  break  down  in  a  great 
war.  This  means,  of  course,  that  most 
of  the  claims  that  have  been  made  for 
the  plan  must  be  abandoned. 
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per  cent,  a  month  as  prices  con- 
tinued to  fall,  would  have  rushed  to 
redeem  their  dollars  in  gold  in  ad- 
vance of  their  need  for  gold  for 
export  in  order  to  avoid  the  steady 
loss  of  one  per  cent,  a  month  which 
the  index  number  was  requiring. 
Even  had  patriotic  American  bank- 
ers been  willing  to  submit  to  the 
loss  of  one  per  cent,  a  month,  their 
European  correspondents  would 
have  forced  their  hands.  European 
balances  in  American  banks  would 
have  been  withdrawn.  "Dollars" 
would  have  been  sold  short  by 
European  exchange  speculators, 
who  would  have  seen  that  dollars 
would  grow  one  per  cent,  lighter 
every  month.  London,  instead  of 
helping  us  as  she  did,  would  have 
felt  forced  to  turn  against  us.  The 
pressure  would  have  been  irresist- 
ible. This  would  have  led  on  the 
one  hand  to  a  complete  exhaustion 
of  the  Government's  gold  reserve, 
and  the  abandonment  of  the  gold 
standard,  and  on  the  other  hand,  to 
a  sharp  contraction  of  the  currency, 
the  former  intensifying  the  financial 
distrust  and  chaos,  and  the  latter 
increasing  the  difliculty  of  doing 
even  such  business  as  remained  to 
be  done. 

Again,  had  the  plan  been  in  oper- 
ation during  the  Crisis  of  1907  we 
should  have  had  our  difficulties  so 
intensified  that  they  would  have  be- 
come unmanageable.  On  Brad- 
street's  index  number  prices  dropped 
15.41  per  cent,  from  March,  1907, 
to  June,  1908.  From  July,  1907,  to 
March,  1908,  they  dropped  11.67 
per  cent.    On  Dun's  index  number 


there  was  a  drop  of  over  two  per 
cent,  from  October  to  November 
of  1907,  while  Bradstreet's  index 
shows  a  drop  of  well  over  one  per 
cent,  in  the  same  month,  followed 
by  further  declines  in  succeeding 
months.  October,  November,  and 
December  of  1907  were  months  of 
acute  financial  panic.  The  money 
panic  was  relieved  chiefly  by  the 
importation  of  $100,000,000  of  gold 
from  Europe  in  November  and  De- 
cember of  1907.  Had  Professor 
Fisher's  plan  been  in  operation, 
however,  this  gold  would  not  have 
come.  The  Government  would  have 
had  to  lighten  the  gold  content  of 
the  dollar  one  per  cent,  a  month 
for  several  months  in  succession. 
Foreigners,  seeing  this,  would  not 
have  trusted  us  with  gold.  On  the 
contrary,  they  would  have  drawn 
against  their  balances  in  New  York, 
and  would  even  have  sold  dollars 
short — with  confidence  and  safety. 

SPECULATION  AT  THE  EXPENSE  OF 
THE  GOVERNMENT 

An  obvious  objection  to  the  plan  is 
that  it  exposes  the  Government  to 
raids  by  speculators.  If  an  upward 
tendency  of  prices  is  under  way,  so 
that  the  Government  is  obliged  to 
increase  the  amount  of  gold  which 
it  will  pay  out  in  exchange  for  paper 
dollars,  "bear"  speculators  in  gold 
could  deposit  gold  with  the  Govern- 
ment in  exchange  for  paper  dollars, 
and  at  a  later  time  return  the  paper 
dollars  to  the  Government,  drawing 
out  a  larger  amount  of  gold  than 
they  had  given  up  for  the  paper 
dollars.   Conversely,  if  a  downward 
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tendency  of  prices  is  under  way,  so 
that  the  Government  is  progressively 
lessening  the  amount  of  gold  it 
gives  for  paper  dollars,  "bull"  specu- 
lators in  gold  would  turn  in  paper 
dollars  for  redemption,  draw  gold 
out  of  the  Treasury,  and  later  re- 
turn it  to  the  Treasury,  receiving  a 
larger  number  of  dollars  than  they 
had  originally  given  up.  This  diffi- 
culty Professor  Fisher  has  seen  and 
has  sought  to  avert  by  making  a 
"spread"  of  one  per  cent,  between 
the  Government's  "buying  price"  of 
gold  and  its  "selling  price"  of  gold. 
If  a  speculator  delivered  gold  to  the 
Government  at  the  Government's 
buying  price  and  bought  gold  from 
the  Government  at  the  Govern- 
ment's selling  price  next  day,  he 
would  obviously  make  nothing  by 
the  operation,  even  though  the  price 
of  gold  fell  one  per  cent,  over  night. 
The  former  buying  price  of  the 
Government  would  just  equal  the 
new  selling  price  of  the  Govern- 
ment. 

This,  however,  would  not  prevent 
speculation  extending  over  a  period 
of  several  months.  If  the  price  ten- 
dency were  strong  and  there  were  an 
accumulation  of  upward  changes 
or  downward  changes  for  which  the 
Government's  plan  had  not  made 
compensation,  speculators  could, 
with  a  large  degree  of  confidence, 
carry  on  these  operations  over  say 
a  period  of  four  months,  making 
three  per  cent,  at  the  expense  of 
the  Government.  Professor  Fisher 
has  sought  to  reply  to  this  consid- 
eration by  saying,  first,  that  changes 
before  the  war  were  rarely  greater 


than  five  per  cent,  and  never  so 
great  as  ten  per  cent,  a  year,  and 
second  that  the  -  speculator  would 
have  uncertainties  and  costs  to  con- 
tend with.  He  instances  the  case  of 
the  bull  speculator  in  gold,  who 
draws  gold  from  the  Government, 
hoards  it  for  several  months  and 
subsequently  returns  it,  pointing 
out  that  the  loss  of  interest  on  the 
money  thus  tied  up,  together  with 
the  risk  that  the  price  tendency 
might  be  reversed,  would  discourage 
speculation  of  this  sort. 

These  replies  do  not  seem  ade- 
quate. Risks  do  not  usually  deter 
speculators.  Prolonged  and  violent 
price  changes  during  the  next  few 
years  are  a  probable  outcome  of  the 
present  unstable  price  situation. 
Even  before  the  war,  we  have  had, 
in  yearly  averages,  changes  as  great 
as  seven  per  cent,  as  late  as  1908- 
09.  The  variation  between  the  low 
month  of  1908  and  the  high  month 
of  1909  was  over  18  per  cent.,  on 
Bradstreet's  index  number.  The 
Government,  bound  rigidly  to  an 
automatic  rule  in  its  trading,  would 
be  subject  to  heavy  losses  to  traders 
in  gold,  who  could  buy  or  sell  to  it 
as  their  own  interests  dictated. 
Professor  Fisher  is  correct  in  saying 
that  the  bull  speculator  in  gold  is 
subject  to  loss  of  interest  during  the 
time  he  holds  his  gold.  He  over- 
looks, however,  that  the  reverse  is 
true  of  the  bear  speculator.  The 
bear  speculator  who  delivers  gold  to 
the  Government  in  exchange  for  dol- 
lars, expecting  a  few  months  later  > 
to  return  dollars  to  the  Government 
and  draw  out  a  larger  amount  of 
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gold,  has  a  positive  advantage  in 
the  interest  factor,  since  in  the 
meanwhile  he  can  lend  out  at  in- 
terest the  money  with  which  the 
Government  has  provided  him. 

GOLD  AND  GOODS 

It  is  Professor  Fisher's  contention 
that  practically  all  changes  in  the 
general  average  in  commodity  prices 
are  due  to  instability  in  the  dol- 
lar. The  business  man  thinks  that 
when  prices  rise  or  fall  it  is  the 
goods  which  are  rising  or  falling, 
while  the  gold  dollar  remains  stable. 
Professor  Fisher  maintains  that  the 
general  average  of  goods  remains 
stable,  while  the  dollar  rises  or  falls. 
He  has  likened  this  economic  doc- 
trine to  the  Copernican  system  of 
astronomy.  The  old  Ptolemaic  sys- 
tem of  astronomy  taught  that  the 
sun  moved  and  the  earth  stood  still. 
The  Copernican  system  teaches  that 
the  apparent  movement  of  the  sun 
as  we  change  from  day  to  night  is 
illusory,  and  that  it  is  the  earth 
that  is  revolving.  Professor  Fisher 
would  introduce  a  similar  change 
into  our  economic  notions,  main- 
taining that  the  changes  in  general 
prices  are  changes,  not  in  goods, 
but  in  gold  dollars. 
This  analogy  is  a  false  one. 
/  Changes  in  prices  may  be  due  to 
changes  in  goods  and  they  may  be 
due  to  changes  in  gold.  It  is  per- 
fectly true  that  a  great  decrease  or 
a  great  increase  in  gold  production, 
if  prolonged  over  a  period  of  years, 
will  lead  to  marked  changes  in 
prices.    Thus,  for  the  world  as  a 


whole  from  1873  to  1896,  and  for 
the  United  States  from  1879  (when 
we  resumed  gold  redemption  of  the 
Greenbacks)  to  1896,  it  appears 
reasonably  sure  that  the  diminished 
world  production  of  gold,  and  the 
increased  use  of  gold  in  the  arts  and 
in  circulation,Ctended  to  raise  the 
value  of  goldjand  consequently  to 
lower  the  level  of  prices. 

Beginning  in  the  early  'Nineties, 
production  in  gold  increased,  and 
from  the  middle  'Nineties  to  about 
1909,  there  was  a  marked  decline  in 
the  value  of  gold,  which  substan- 
tially raised  prices.  Over  long 
periods,  therefore,  we  must  recog- 
nize variations  in  the  value  of  gold 
money  as  very  substantially  affect- 
ing commodity  prices.  A  price  is  a 
relation  between  two  factors,  one 
money  and  the  other  goods.  A 
change  either  in  money  or  in  goods 
will  affect  the  relation  between 
them. 

During  the  war,  however,  the 
great  change  has  been  in  goods. 
Fifty  million  men  were  withdrawn 
from  industry  and  put  in  the  battle- 
fields. A  much  larger  number  of 
men  was  withdrawn  from  ordinary 
civilian  production,  and  put  to 
work  to  supply  food,  clothing,  and 
other  goods  for  the  armies  in  the 
field.  Shipping  and  other  forms  of 
transportation  were  demoralized. 
The  fertility  of  the  soil  was  allowed 
to  deteriorate  in  many  countries. 
The  world's  current  stocks  of  con- 
sumable goods — never  large — were 
drawn  upon  heavily  and  very  in- 
adequately replenished.  Goods  be- 
came scarce  and  dear.    Men  and 
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governments  mortgaged  the  future 
heavily  to  get  the  vitally  necessary 
present  goods  and  labor  on  which 
success  in  the  war  depended.  Goods 
rose  in  value,  and  gold  prices  rose 
because  of  that  fact.  Gold,  instead 
of  falling  in  value,  became,  if  any- 
thing, more  important  than  before. 
In  times  of  emergency  liquid  gold  is 
eagerly  sought  for  as  the  one  sure 
liquid  asset  with  which  individuals 
and  governments  can  protect  their 
solvency,  or  with  which  they  can 
put  themselves  in  position  to  take 
advantage  of  unusual  opportunities. 
Gold  production,  moreover,  has  de- 
clined, as  the  costs  of  gold  produc- 
tion have  risen.  Since  the  armistice 
the  industrial  consumption  of  gold 
has  greatly  increased.  The  rise  of 
commodities,  in  terms  of  gold,  was 
certainly  not  due,  to  any  great  ex- 
tent at  least,  to  causes  affecting  gold 
itself. 

Even  during  the  earlier  periods, 
part  of  the  price  changes  was  due 
to  changes  in  goods.  The  period 
from  1873  to  1896  was  character- 
ized by  a  great  increase  in  agricul- 
tural production,  as  the  Mississippi 
Valley  was  rapidly  exploited,  and  as 
the  railroads  were  extended  to  new 
areas.  Improved  methods  of  manu- 
facture came  in,  moreover,  which 
made  labor  much  more  efficient  in 
the  production  of  manufactured 
goods.  Goods  were  cheapened  in 
real  value,  as  well  as  in  money- 
price,  during  this  period.  The 
period  from  1896  to  191 3,  however, 
was  marked  by  the  disappearance 
of  free  or  cheap  agricultural  land. 


Increased  agricultural  production 
could  come  only  as  less  fertile  land 
was  taken  up  or  as  land  already 
under  cultivation  was  worked  in- 
tensively. Additional  bushels  of 
wheat  or  corn  came  at  increasing 
costs  in  terms  of  a  day's  labor. 
Cheap  lumber  disappeared  as  forest 
reserves  were  used  up.  The  reckless 
exploitation  of  natural  resources 
had  gone  so  far  that  scarcities  in 
many  lines  were  manifesting  them- 
selves. We  cannot,  therefore,  at- 
tribute the  whole  of  the  fall  in 
prices  from  1873  to  1896  to  a  rise 
in  the  value  of  gold,  nor  can  we  at- 
tribute the  whole  of  the  rise  in 
prices  from  1896  to  191 3  to  a  fall 
in  gold. 

There  is  a  third  complication, 
moreover,  which  must  be  recognized 
in  these  two  periods.  The  trough  of 
low  prices  which  followed  the  panic 
of  1893  is  by  no  means  fully  ex- 
plained either  by  scarcities  of  gold 
or  by  abundance  of  goods.  The 
middle  'Nineties  were  characterized 
by  a  profound  industrial  depression. 
Prices  normally  move  up  and  down 
with  the  business  cycle  over  rel- 
atively short  periods  of  time  and 
price  changes  from  this  cause  may 
occur  several  times  in  the  course  of 
a  general  price  movement,  caused 
by  variation  in  gold  production. 

Where  so  many  factors  are  in- 
volved, it  is  very  misleading  to  at- 
tribute all  the  changes  to  one  of 
them,  and  it  is,  moreover,  danger- 
ous to  seek  to  offset  all  the  other 
factors  by  trying  to  control  only 
one  of  them. 
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BUSINESS  CYCLES 

We  may,  therefore,  reduce  the 
causes  of  general  changes  in  gold 
prices,  in  a  large  way,  to  three :  ( i ) 
Long-time  changes  affecting  gold, 
such  as  discoveries  of  new  gold 
mines,  introduction  of  new  processes 
of  gold  production,  as  the  cyanide 
process,  changes  in  the  industrial 
consumption  of  gold,  changes  in  the 
monetary  use  of  gold,  and  the  like. 
/  (2)  Changes  affecting  goods,  such 
as  the  development  of  new  lands 
and  new  natural  resources,  or  their 
exhaustion;  changed  technical  meth- 
ods of  production,  sudden  dis- 
turbances in  the  production  and 
consumption  of  goods  in  a  great 
war,  and  the  like.  (3)  Changes  in 
the  temper  of  business  connected 
with  the  business  cycle  of  prosper- 
ity, crisis  and  depression.  These 
three  sets  of  factors  are  not  strictly 
independent,  but  do  in  fact  have  a 
large  degree  of  independence,  and 
may  be  considered  separately. 

The  business  cycle  is  looked 
upon  by  some  writers,  among  them 
Professor  Fisher,  as  an  unmitigated 
evil.  Professor  Fisher  seems  to  re- 
gard the  business  cycle  as  primarily 
caused  by  changes  in  the  general 
average  of  prices.  He  regards  it 
as  one  of  the  merits  of  his  plan  that 
it  would  eliminate  business  cycles 
and  keep  business  always  on  an 
even,  steady  keel,  through  keeping 
the  general  average  of  prices  fixed. 
Space  does  not  permit  a  full  discus- 
sion of  the  business  cycle.  It  may 
be  said  here,  however,  that  those 
students  who  have  made  the  most 


careful  study  of  the  business  cycle 
do  not  see  its  causes  in  the  changes 
in  the  general  price-level.  Rather, 
in  so  far  as  price  changes  are  causes 
of  the  ups  and  downs  of  business, 
it  is  changes  in  the  relations  among 
particular  prices,  and  especially  in 
the  relation  between  the  prices  of 
finished  goods  on  the  one  hand,  and 
costs  of  production  on  the  other, 
wages,  rents,  interest,  prices  of  raw 
materials,  and  the  like.  It  is  this 
relation  which  governs  business 
profits.  Reactions  in  business, 
periods  of  liquidation  and  readjust-  / 
ment,  if  not  too  violent  and  pro- 
longed, are  wholesome  rather  than 
harmful.  They  prevent  unsound 
business  policies  from  being  carried 
too  far.  Ups  and  downs  of  prices 
through  the  business  cycle  are 
wholesome  rather  than  harmful,  if 
not  too  violent.  Falling  prices  tend 
to  bring  depression  to  a  close  by 
encouraging  a  revival  of  demand. 
Rising  prices  tend  to  bring  a  boom 
to  a  close  before  it  goes  too  far,  by 
lessening  consumption  and  checking 
demand.  The  movement  of  prices 
through  the  business  cycle  may  be 
likened  to  the  governor  on  an  en- 
gine, constituting  certain  natural 
limits,  and  tending  to  steady  the 
course  of  business.  Business  cycles 
need  mitigation.  The  mitigation 
should  come,  however,  not  through 
tampering  with  price  movements, 
but  through  a  variety  of  indirect 
measures  affecting  the  course  of  in- 
dustry itself,  particularly  measures 
designed  to  take  up  slack  in  time  of 
depression  and  to  relieve  the  strain 
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on  industrial  capacity  in  time  of 
boom,  and  measures  designed  to 
secure  greater  foresight  in  business 
plans. 

WIDOWS  AND  ORPHANS 

In  his  argument  for  stabilizing  the 
dollar,  Professor  Fisher  has  made 
much  of  the  sad  plight  in  which 
widows  and  orphans,  men  on  fixed 
salaries,  universities,  railroads,  pub- 
lic utilities,  and  other  recipients  of 
fixed  incomes  have  found  them- 
selves as  a  result  of  the  war.  With 
prices  and  cost  of  living  rapidly 
rising,  and  with  incomes  fixed,  these 
classes  have  suffered  very  greatly. 
Probably  a  very  large  part  of  the 
popular  response  to  Professor 
Fisher's  plan  has  come  from  the 
effectiveness  with  which  he  has 
stated  this  appeal.  That  there  has 
been  great  suffering  on  the  part  of 
these  classes  is  undoubted,  but  this 
is  no  argument  for  the  present  adop- 
tion of  Professor  Fisher's  plan.  If 
the  present  gold  standard  is  left 
alone,  the  future  promises  real  relief 
to  these  sufferers  from  war-time 
prices.  If,  however,  we  stabilize  the 
dollar  at  the  present  level  (or,  as 
Professor  Fisher  has  recently  pro- 
posed, at  10  per  cent,  below  it),  we 
should  perpetuate  forever  the  losses 
which  the  war  has  brought  to  these 
elements  of  our  population.  In- 
stead of  constituting  an  argument  in 
favor  of  the  present  adoption  of 
Professor  Fisher's  plan,  we  have 
here  an  exceedingly  powerful  argu- 
ment against  it. 


GOLD  CONTRACTS 

One  serious  difficulty  which  the  new 
plan  would  meet  grows  out  of  the 
existence  of  a  large  volume  of  con- 
tracts, including  the  Liberty  Bonds 
of  the  United  States  Government  it- 
self, which  are  drawn  in  terms  of 
gold  coin  of  the  United  States,  of 
present  weight  and  fineness.  A  rail- 
road, for  example,  which  has  inter- 
est to  meet  on  gold  bonds  in  a  fixed 
weight  of  gold,  but  whose  income  is 
fixed  in  terms  of  the  new  stabilized 
dollar  which  varies  in  its  gold  con- 
tent, might  find  itself  quite  unable 
to  meet  its  interest  payments  with- 
out bankruptcy,  if  the  gold  dollar 
should  be  progressively  lightened 
during  the  next  few  years  as  a 
means  of  preventing  a  general  fall 
in  prices. 

Professor  Fisher  recognizes  this 
difficulty.  He  proposes  to  meet  it 
by  having  the  Government  abrogate 
these  gold  contracts.  It  is  certain 
that  powerful  opposition  will  meet 
any  such  proposal.  To  most  bank- 
ers and  business  men  such  a  pro- 
posal seems  nothing  short  of  a 
forced  repudiation  of  solemn  obliga- 
tions. 

THE  PLAN  APPLIED  INTERNATIONALLY 

For  a  single  country  to  attempt  to 
adopt  Professor  Fisher's  plan  alone 
would  involve  difficulties  and  dan- 
gers so  great  as  to  make  it  out 
of  the  question.  Certain  critics,  as 
Professor  Kemmerer,  have  empha- 
sized, for  example,  the  disturbances 
in  the  international  exchanges 
which  would  be  involved  as  between 
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countries  on  the  old-fashioned  gold 
standard  and  the  country  with  the 
new  plan  in  operation.  This  criti- 
cism loses  much  of  its  point  in  a 
period  of  such  derangement  in  the 
international  exchanges  as  exists  to- 
day. But  when  the  long  pull  is 
considered — and  it  is  as  a  long- 
run  reform  we  must  consider  the 
measure — this  criticism  has  very 
great  significance.  Foreign  business 
is  a  very  important  part  of  our 
total  business.  The  ratio  of  foreign 
to  domestic  trade  has  ranged  from  a 
minimum  of  ten  per  cent,  to  a  max- 
imum of  anyhow  25  per  cent,  in 
the  last  thirty  years.  From  1890 
to  191 3  the  range  was  from  10  per 
cent,  to  over  23  per  cent.^  It  would 
be  a  backward  rather  than  a  for- 
ward step  to  introduce  a  new 
element  of  uncertainty  into  so  much 
of  our  business.  More  important 
would  be  the  danger  in  critical  times 
like  the  Crisis  of  1893  and  that  of 
1907  referred  to  above,  of  foreign 
drains  on  the  gold  of  the  country 
operating  under  Professor  Fisher's 
plan,  from  countries  which  had  not 
adopted  the  plan. 

If  this  be  recognized,  however, 
and  the  effort  be  made  to  bring 
about  the  adoption  of  the  plan  by 
international  agreement,  complica- 
tions and  difficulties  multiply. 
/  What  index  number  shall  be  chosen? 
Will  an  index  number  which  con- 
tains a  large  proportion  of  manu- 
factured commodities  meet  the 
wishes  of  an  agricultural  country 

1  For  the  basis  of  these  figures,  see  the 
present  writer's  The  Value  of  Money, 
pp.  267-278.    (Macmillan,  1917.) 


like  the  Argentine,  which  is  a  heavy 
producer  and  exporter  of  wheat  and 
meats?  Would  there  be  one  index 
number  for  the  whole  world,  or 
would  there  be  different  index  num- 
bers for  each  country?  In  the  latter 
case  would  not  all  the  difficulties 
above  mentioned  be  multiplied? 
Would  not  the  exchanges  fluctuate 
even  more  frequently  and  more 
violently  than  if  one  country  only 
had  the  plan  in  effect,  since  prices 
would  be  rising  in  one  country  and 
falling  in  another;  and  would  not 
countries  with  falling  prices  be  ex- 
posed to  extraordinary  foreign 
drains  on  their  gold?  Over  consid- 
erable periods  of  time  it  is  true  that 
the  general  movements  of  gold 
prices  throughout  the  world  run 
parallel,  but  it  is  not  true  month  by 
month  or  even  year  by  year.  For 
many  months  running  there  might 
be  depression  in  one  country  and 
prosperity  in  another,  rising  prices 
in  one  country  and  falling  prices  in 
another.  Could  a  single  index  num- 
ber for  the  whole  world  be  ac- 
cepted? If  the  United  States  were 
in  a  period  of  depression,  while  the 
preponderant  world  price-movement 
was  upward,  and  the  world  index 
number  required  that  the  weight  of 
the  dollar  be  increased,  would  the 
United  States  be  willing  to  increase 
the  weight  of  the  dollar,  and  still 
further  decrease  American  prices  ?2 

2  Until  recently,  the  present  writer  has 
been  disposed  to  make  certain  conces- 
sions to  Professor  Fisher's  plan,  as  em- 
bodying a  valuable  germ  idea.  It  is  true 
that  over  long  periods,  as  from  1896  to 
1913,  or  from  1873  to  1896,  the  value  of 
gold  is  altered  by  variations  in  gold  pro- 
duction, and  that  unforeseen  gains  or 
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NO  REMEDY  FOR  SOCIAL  DISCONTENT 

As  a  remedy  for  the  rising  cost  of 
living,  the  suffering,  the  social  dis- 
content, the  social  radicalism,  which 
the  war  has  involved.  Professor 
Fisher's  plan,  even  assuming  that  it 
did  not  break  down,  is  simply  ir- 
relevant. Professor  Fisher's  claims 
here  go  much  too  far.  The  real 
cause  of  economic  distress  in  war 
time  is  scarcities  of  goods  and  de- 
moralization of  production.  It  is 
impossible  that  a  country  should 
carry  on  a  great  and  wasteful  war 
and  at  the  same  time  keep  up  the 
pre-war  level  of  comfort  and  well- 
being  among  its  people  on  the  aver- 
age. If  we  could  keep  the  level  of 
prices  fixed  during  a  war  we  should 
merely  shift  the  burden  of  the  suf- 
fering. Under  the  present  system, 
the  active  business  man  especially 
engaged  in  war  industries  may  find 
his  profits  rising  even  faster  than 
his  cost  of  living.  The  laborer  in 
war  industries  may  find  his  wages 
rising  even  faster  than  the  cost  of 
living.    The  retired  capitalist,  the 

losses  accrue  to  debtors  or  creditors,  un- 
der long-time  contracts,  as  a  result.  It 
is  true  also  that  important  industrial 
consequences  flow  from  these  variations 
in  gold  production,  which  it  would  be 
desirable  to  eliminate.  Changes  under 
Professor  Fisher's  plan,  not  exceeding 
per  cent,  in  any  one  year,  made  by 
international  agreement,  and  inaugurated 
after  the  present  price  upheaval  has  sub- 
sided, might  be  considered.  (See  the 
writer's  discussion  at  the  Richmond 
meeting  of  the  American  Economic  As- 
sociation, American  Economic  Review, 
supplement,  March,  1919,  pp.  161-65.) 
I  now,  however,  incline  to  the  view  that, 
even  with  this  great  modification,  the 
plan  is  unworkable  and  undesirable.  The 
difllculty  of  finding  a  satisfactory  basis 


beneficiaries  of  trust  funds,  men  on 
fixed  salaries,  and  the  like,  suffer. 
If  Professor  Fisher's  plan  could  pre- 
vent a  rise  in  war-time  prices,  the 
relations  among  these  elements  of 
the  population  would  be  changed. 
The  retired  capitalist  and  bond- 
holder would  not  suffer.  They 
would  be  able  to  purchase  goods  in 
accustomed  quantities.  The  re- 
duced consumption  would  thus  be 
forced  on  other  elements  of  the 
population,  including  the  laborers. 
This  would  intensify  rather  than 
lessen  social  discontent  and  social 
radicalism.  If  the  dividend  in  the 
form  of  current  stocks  of  goods  is 
greatly  reduced,  and  the  divisor  in 
the  form  of  the  general  consuming 
public  is  not  reduced,  it  is  a  simple 
problem  in  mathematics.  If  some 
elements  of  the  population  continue 
to  consume  at  an  undiminished  rate, 
then  other  elements  of  the  popula- 
tion must  consume  at  a  greatly  di- 
minished rate.  No  legerdemain  of 
manipulation  of  the  currency  can 
avert  this  elementary  fact. 

for  international  agreement  on  an  index 
number,  referred  to  above,  would  prob- 
ably be  insuperable,  even  after  a  return 
by  the  leading  commercial  countries  to 
the  gold  standard.  Moreover,  it  is  dan- 
gerous to  divorce  the  value  of  the  dollar 
from  the  value  of  a  fixed  weight  of  gold. 
If  the  problem  of  the  long  run  stability 
of  the  value  of  gold  should  in  the  future 
prove  to  be  serious,  it  would  probably 
be  best  to  try  to  solve  it  by  an  agree- 
ment (involving  the  United  States  and 
the  British  Empire  alone)  for  regulating 
the  output  of  gold,  leaving  the  relation 
between  gold  and  money  unchanged.  The 
great  immediate  problem,  however,  is  the 
restoration  of  the  gold  standard,  rather 
than  the  effort  to  introduce  refinements 
of  it. 


